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January 18, 1985

Deoar ApLiicant:
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through friends, bookstores, and shops if it hecomes popular,
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asgerhla cecks of the gqame, park of which wag gold at the national
conterence at [ G T

Section SO0L(¢)(3) of the Code provides for the exemption of organizations
which are ordanized and operated exclusively for religious, charitable,
and educational purposes, no part ot the net esarnings of vhich inures to
the benefit of any private sharcholder or individual.,

Section 1.%01(c)(3)=1(L)(1) of the Income Tax Regulations provides that
an oryanizaticn i8 organized exclusively for one or more exempt purposes
ouly if 1te arcicles of organization:

(a) Lt the purposes of such organization to one or more exernpt
PUEpPOSes; and

(L) Lo not eapressly eipower the organization to engage, othurwise
than as an insubstantial part of its activities, in activities
which in thongelves ara not in furtherance of one or more axkempt

purposes,

Section 1.501(c)(3)~1(a)(l) of the Income tax Regulations shates that ip
order tu b exelpt as an organizaticn described in section 501(c)(3), an
organization rust ve both organuzed and operated exclusivaly for one or
nere of the purposes specified in that section, If any organization
farle to meet eibther tihe organizational or operational test, it is not
exapt, Organizations which are organized for both exempt and nonexempt
purposes fail to satisfy the roquirepents ror exemption,

Section 1.500(¢) (3)-1(L){(1)(4i1) of the Income Tax Regulationg states
that an organization is not organized exclusively for one or more exerpt
purposes if its articles expressly empower it to carry on, otherwise than
a3 an insuwstantial part of its uctivities, activities which are not in
furtherance of one or pre exempt purposes even though such organization
is, by the tenw of such articles, created tor a purpose that is not
broader chan the purposes specified in section 504(c)(3). Thus, an
organization that is enpowered by its articles "to engage in a



wahufacturing business®™, or "to engage in the operation of a social club*®
does not neet the organizational test regardless of. the fact that ita
articlus may state that gsuch organization is u:eamd 'tor charttable
purposes within the meaning of section 501(c '

Section 1.501()(3)-1(c)(1l) of the 1.T. Regs, states that an organization
w1ll be regarveu as “operated exclusively® for onhe or more exempt
purpuses only if it engages primarily in activities which accomplish one
or nore of such exenpt purposes specified in 501(c)(3). An organization
w1ll not be su regarded if more than an insubstantial part of its
activities iu not in furtherance of an exempt purpose.,

Suction 1.501(c)(3)-L()(4) of the 1.7, Regulations states that an
organization i3 not organized cxciusively for ong or more exempt purposes
uniess its assats are dedicated to an oexempt purpose.

Your organization woes not meet the organizational and operational tests
as Jescribea 11 the Regulations because your stated purpesaes include Loth
exerpt and noun-exerpt purposes.  The manufacturing and marketing cf a
game for profit, even though the game may be educational, is nout an
exempt purpose that is specified in code section 501(c)(3). Although one
ol youl stated purposes 13 that your organization will be dedicated to
cheritable purposes only, your ordanization is not operated exclusively
for exempt purposes sinue your profits will be distributed to an
organization wnich is not axempt under section $0l(c)(3). Furtheriore,
in uvent of Jissolution, your assets will be distributed to a non=-exunpt
organizations which are not exempt under Code section 501(c¢)(3).

Section 1.5040(¢)(3)=-1(2) (L) of ene 1,7, Regulationy states that an
organization my moet the requirenents of section 501(c¢)(3) althouglh it
vperatus a trade or business as a substantial part ol its activities, it
the operation of such trade or businese is in furtherance of the
organization's exempt purpose or purposes and if the organization is not
organicea or vperated for the primary putpose of carrying on an unrelated
traae or business for protit., In your case, you wery organized for the
priary and sole purpose of conducting a trade or business for profit,

Scetion 502 of the Internal Ruwvenive Code provides tliat an organization
operakea for the primary purpose of carrying on a trade or business for
prorit shall not be exempt under IRC 501 on the grounds that all of its
profits are payable to one or 1more organizations exempt undet IRC 501,
Sucin organizations are known as "feeder organizations®,

Under a speclal rule, for purposes of section 502, the term "trade or
business® does not include any trade or business in which substantially
all the work 18 performed for the cryanization wathout compensation, or
any trade or husiness which 18 seiling mrcmndise qubstantir\lly all of
vhich nas been donated, :



It appuars that thus far, your oryanization’ s activities have been
accompl isled Ly donated labwr. Therefors, you aps ot technically a
*feacar organization®. Howaver, oven though you are not a foedaer
oryanization, it dows not nacessarily follow that you are exempt under
Cooe gextion S01(¢)(3). Youu have no significant charitaile activity of
your own; and, in fact, your non-exerpt mapufacturing and marketing
oCtivities are your pramary amd only activities, Purthermore, the
designatye recipient of your profits will be an organization that nas not
LN LOCCYNLZed d8 uXxempt under Coos section 501(c)(3). Thus, you are
not. organissd andy operated exclusively for charitable purpuses within the
rediting of Code section 501(ci(3).

Acooraingiy, we have deterimned that you acte not entitled to recogniticu
at exerption froa Federal income tax under section 301(c)(3) of the
Lok, You are requires to file tncoms tax returns on form 1120.

vontrisutions made to you are not deductible by the donors as chairitable
contriutions as Jeluned in section 170(¢) of bthe Coda,

As providad by section 6L04(c) of the Internal Revenue Code of 1954 and
thu appdicable reoulationg, tue approprinte State officials arc iseing
autiiica ol our Jdeterpination,

If jou 2te dn ayreeddnl witl tols projosed deternilhation, we reqguest that
JOU BLgn Wl return tha enclosed agreaaent Form 6016, Please nate the
instructions for signing on the reverse gicde of this form.

If you are not in agredment with this proposed determlpation, we
ravetimend that you roguest a hearing with our office of Reyional Digector
ot Appeals, Your reguest {or & hearing should include a written appeal
gaving the facts, law, and any otier information to support your position
as explaina. in the enclorsd Publication 892, You will then bhe contacted
Lo arrance a thiite tor a nearing, he heating may be held at the office
Ci Redaonal Ditvector of Appsals or, uf 704 request, at a mitually
convenignt Digtricy Office, A self-aduressed envelope (s onclossl,

It we do not hear trom you within 30 days from the date of this letter,
anc yul do not protest this proposed determination in a timely manner, it
<111 be congidered by the Internal Revenue Service ag a failure to
eanaust avarlable aoministrative remedies and will cthen become our rfinal
weboarmination.  Section 7428(0) (2) of the Internal Revenue Code provides
in paart that, °A declaratory jnogurent or Jecree under this section ghall



aot Le assued 1n any drweeediny unless the Tax Court, the Court of
(laing, or thoe districe «ourt of the United States for the District of
Columala veternmnes that the organization involved has axhausted
acninistralive raomedies availleble to it within the Internal Revenue
SCIViCe. "

Sincerely yours,

District biroctor
Buclosaran
Puclication 852
Form 50.8
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